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CHAPTER 2

The Global Competitiveness of Nations

“The government’s role, is to ensure that its people have a good life by ensuring stable access to the best and the cheapest goods and services from anywhere in the world - not to protect certain industries and certain clusters of people.  Contemporary governments must become transparent to their people with respect to the rest of the world.  Every time governments try to protect resources, markets, industries and jobs, they cost tax payers dearly.”

Kenichi Ohmae1

Introduction

We shall see in later chapters how multinational corporations (MNCs) take advantage of their core strengths to spread their operations across the world.  By a judicious blend of global standardisation and local customisation and effective mechanisms for coordination of worldwide activities, they build a degree of competitiveness, which domestic/regional companies find extremely difficult to match.  A strong sense of corporate purpose2, the ability to attract and retain good people and processes which develop entrepreneurial frontline managers and mature senior managers constitute the essence of a world class company.


Just as companies regularly need to renew and regenerate themselves to remain competitive, nations also need to have proper strategies in place to be the best places in which to do business.  In a rapidly globalising economy, competition among countries has become intense.  Unless countries make themselves attractive to investors, they will gradually see companies moving away to better locations.  This could lead to a vicious circle in which the best talent also migrates in search of better opportunities.  On the other hand, nations can create a virtuous circle by attracting more investments, which will lead to the influx of talented people and a renewed vigour in building supporting infrastructure such as educational institutions and research centres.  Thus, the role of governments in a globalising economy is far from marginal.


Traditionally, academicians and businessmen alike have focused on the role of governments in removing trade and investment barriers. Another important task for governments is the framing of competition laws.  With the rapid emergence of the Internet, they also have a major role to play in passing cyberlaws which will generate confidence among Net users, prevent Internet crimes and give the required impetus to e-business.

===================================================================

            1
“The Borderless World,” p 12.


            2
Read Sumantra Ghoshal and Christopher A Bartlett’s excellent book, “The 

Individualised Corporation” for more details of the new paradigm, purpose, process 

and people.



Yet, none of the initiatives mentioned above can be really termed  value adding.  At best, they remove some irritants, which in the first place were created by the governments themselves.  At worst, they maintain the status quo.  It is therefore, high time that governments stopped patting  themselves on the back for making some marginal changes in their regulatory/ trade framework.  Just as MNCs attempt to do business in ways that cannot be imitated by other companies, governments need to be proactive and put in place mechanisms which will give their respective countries sustainable competitive advantages, which are unique and cannot be replicated easily by other countries.

Understanding competitiveness

One of the earliest works on national competitive advantage1 was written by the famous management guru, Michael Porter.  His research revealed that a nation's success in a particular industry depends on four factors: 

· Factor conditions - The availability of skilled labour and infrastructure greatly facilitates the development of an industry.  It is because of cheap skilled labour that India is becoming a major software power.

· Demand conditions - The nature of the home demand for the industry's product or service is an important factor. Sophisticated, demanding customers put pressure on companies to become more efficient.  The high quality of most Japanese products is to a great extent due to pressure from demanding customers at home.

· Related & supporting industries - The presence in the nation of suppliers and related industries that are internationally competitive can give a major impetus to the industry.  The computer hardware and software industries have complemented each other well in shaping the evolution of the US as the leading nation in the world for information technology.  A cluster of related industries has made Silicon Valley the IT hub of the world.

· Firm strategy, structure and rivalry - Conditions in the country relating to  how companies are created, organized and managed and the nature of domestic rivalry play an important role in shaping the competitiveness of an industry.  Intense competition motivates companies to become more innovative and efficient.   The Japanese automobile industry has come a long way since the 1940s, thanks to the competition among Toyota, Nissan, Honda, Suzuki, Mitsubishi, and Mazda.


As Porter has summarised2: "Firms gain competitive advantage where their home base allows and supports the most rapid accumulation of ===================================================================


1 ,  2
Read Michael Porter’s fascinating book, “The competitive advantage of 


nations” for a detailed account.

specialized assets and skills....  Firms gain competitive advantage in industries when their home base affords better ongoing information and insight into product and process needs. Firms gain competitive advantage when the goals of owners, managers and employees support intense commitment and sustained investment. Ultimately, nations succeed in particular industries because their home environment is the most dynamic and the most challenging and stimulates and prods firms to upgrade and widen their advantages over time."   Porter has also concluded that nations ultimately succeed, not in individual industries, but in clusters1 connected through vertical and horizontal relationships.  A nation's economy typically consists of clusters, whose composition and sources of competitive advantage reflect the state of the economy's development.

Table - I

The World's Largest Exporting Nations


Country
Exports($ Billion)

1 
USA
711

2 
Germany
541

3 
Japan
428

4 
France
292

5 
Britain
267

6 
Canada
243

7 
Italy
232

8 
China
219

9 
Hong Kong
182

10 
South Korea
158

11 
Mexico
146

12 
Taiwan
130

13 
Singapore
115

14 
Switzerland
94




Source: Asia Week, July 7, 2000, p 59.

The Global Competitiveness Report

Probably,  the most well known authority on global competitiveness is the International Institute for Management Development (IMD), Lausanne, which publishes the annual ranking of nations based on their competitiveness.(See tables).  IMD argues that macroeconomic parameters such as per capita GDP, by themselves cannot capture all the dimensions of competitiveness.  While evaluating competitiveness, IMD considers the strong interdependence between a country's attractiveness, its openness to global business activity and its standard of living.  IMD professor Stephane Garelli, Director of the World Competitiveness Project explains2,"Enterprises now benefit from an enormous ===================================================================


1
We shall discuss the subject of clusters in detail in Chapter 5 of this book.


2
See the IMD website, www. imd.ch  for a detailed account.

choice in selecting their business locations.  Consequently, nations need to compete to attract or retain enterprises.  Competitiveness cannot only focus on the ability to show aggressiveness on world markets through exports and Foreign Direct Investments.  It is also the ability to develop attractiveness for wealth creation activities."


IMD's competitiveness rankings are based on 290 statistics for 47 industrialized and emerging economies.  These statistics are considered under 
eight broad heads: Domestic economy, Internationalization, Government, Finance, Infrastructure, Management, Science & Technology and People.  IMD  uses secondary data and also conducts an Annual Executive Survey, which currently involves 3263 respondents.  

Table – II 

The World Competitiveness Scoreboard (Ranking as on 19-04-2000)

1.
USA
100.00

2.
Singapore
75.22

3.
Finland
74.01

4.
Netherlands
72.13

5.
Switzerland
68.49

6.
Luxembourg
68.09

7.
Ireland
64.83

8.
Germany
64.49

9.
Sweden
63.86

10.
Iceland 
63.52

11.
Canada
63.42

12.
Denmark
63.38

13.
Australia
63.12

14
Hong Kong
60.47

15.
UK
59.36

16.
Norway
57.79

17.
Japan
57.36

18.
Austria
57.19

19.
France 
54.33

20.
Belgium
53.34


Source: www imd. ch

Developing Competitiveness

Traditionally, the competitiveness of a country has been judged by its ability to export and to attract foreign direct investment.  Japan, Germany and Korea have been aggressive exporters.  On the other hand, Ireland is considered an attractive place to make investments.  Rarely do countries have both qualities, i.e., the ability to export and the ability to attract investments. Ireland, for example is not an aggressive exporter, but is probably the most attractive investment destination in the Euro Zone.   Korea is an aggressive exporter, but still has a long way to go to become an attractive investment destination.  The US is one of the few countries with both qualities.  


In general, a large economy needs to be good in two different types of activities to become really competitive.  Some activities are predominantly local. These include social and personal services (doctors & teachers) government & justice and customer support functions such as after sales service.  Such activities are located close to the customer but are typically characterised by protectionism and inefficiency, as they are not exposed to global competition.  On the other hand, there are global activities which involve international operations and have to be configured across the world on the basis of  comparative* and strategic advantages. 

Table – III 

World Competitiveness Rankings



2000
1999
1998
1997
1996

1
USA
1
1
1
1
1

2
Singapore
2
2
2
2
2

3
Finland
3
3
5
4
15

4
Netherlands
4
5
4
6
7

5
Switzerland
5
6
7
7
9

6
Luxembourg
6
4
9
12
8

7
Ireland
7
11
11
15
22

8
Germany
8
9
14
14
10

9
Sweden
9
14
17
16
14

10
Iceland 
10
17
19
21
25

11
Canada
11
10
10
10
12

12
Denmark
12
8
8
8
5

13
Australia
13
12
15
18
21

14
Hong Kong
14
7
3
3
3

15
UK
15
15
12
11
19

16
Norway
16
13
6
5
6

17
Japan
17
16
18
9
4

18
Austria
18
19
22
20
16

19
France 
19
21
21
19
20

20
Belgium
20
22
23
22
17

21
India
43
39
41
41
38



Source: www. imd.ch
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*
Comparative advantage of a location refers to a position of superiority achieved due to a lower cost structure.  Strategic advantage of a location results not from a lower structure cost but from the ability to stimulate innovation and add value in ways which would be difficult to replicate elsewhere.

Countries which have in place efficient processes that contribute to wealth generation are obviously more competitive than those which live off their inheritance.    Thus, resource rich countries are often not competitive.  Indeed, history is full of examples of countries that have squandered away their natural resources, and seen declining standards of living over time. These include Venezuela, Ghana and Nigeria. On the other hand, resource-scarce nations such as Singapore, Japan and Switzerland have become competitive by putting in place superior value addition processes.  

Table - IV

Determinants of Global Competitiveness
Domestic Economy


Productivity


Capital Formation


Competition

Internationalization

Success in international trade


Degree of openness to foreign trade and investment

Government

Extent of state intervention


Flexibility in responding to changes in the business environment


Ability to foster social cohesion

Finance


Development of capital and money markets


Integration of domestic and global financial markets

Infrastructure


Roads, Ports, Telecom, Power


Information Technology in general and Internet connectivity in particular

Management


Competitive pricing


Efficiency in organizing activities


Entrepreneurship

Science & Technology


Investments in basic research


Ability to develop new forms of knowledge

People


Labour force skills 


Labour force attitudes


Labour force expectations



Source: www.imd.ch

Technological infrastructure, consisting of cheap and efficient telecommunication systems, easy Internet access and mobile telephony, is a crucial determinant of a country's competitiveness. A sophisticated information technology (IT) and communications network has considerable impact in the field of education.  Countries such as Britain, France, Sweden, Finland and the US are making attempts to link their schools through the Internet.  At the same time, countries also need to invest in training facilities to develop adequate IT skills among people.  Otherwise, management of the technological infrastructure may prove to be an insurmountable task.  Ireland in one country that has succeeded in developing a young and qualified IT savvy labour force. 


The success stories of countries/regions in recent times provide new insight on competitiveness. Territories which have emphasized risk, deregulation, privatisation and individual initiative have become more competitive than the ones that have depended on excessive government regulation, social consensus, an egalitarian approach to responsibilities and an extensive welfare system.  The US economy (which falls in the first category) is today generally considered to be way ahead of countries such as Germany and France (which fall in the second), in terms of competitiveness.  Yet, a certain degree of social consensus is needed to hold society together. The US, where the gap between the haves and have nots is widening, has a lot of scope for improvement in this regard.



Table  - V

What governments need to do to improve the global competitiveness of their countries

1
Reduce pubic debt

2
Reduce fiscal deficit

3
Reduce tax rates and eliminate tax evasion.

4
Reduce military spending

5
Communicate policy intent clearly

6
Reduce interference in public service

7
Eliminate bribery and corruption

8
Remove pricing controls on industries

9
Put in place sound competition laws

10
Reduce social security benefits and put pressure on the unemployed to look for jobs

11
Maintain law and order; minimise crime

12
Take steps to promote social harmony and cohesion

13
Administer justice in a fair manner and see that it is perceived to be fair by the public.

14
Take necessary  steps to maintain political stability



Source: www.imd.ch

A country's value systems shape its competitiveness. As countries develop, their value systems also evolve. In the early stages of development, people tend to work hard and show a lot of commitment to the objectives of their organisation and their country.  As the country develops, people work hard, but become more concerned about personal living standards.  In the next phase, they attach more importance to social participation and the quality of life.  The Protestant ethic contributed to Britain's competitiveness during its hey days as a colonial superpower.  The Confucian values of many East Asian countries have helped in building their competitiveness.  The point to note is that even though value systems are shaped over long periods of time, governments can send the right signals and influence this process by encouraging a culture, which rewards people for working hard, taking risks and being innovative.  Indeed, this is what the Singapore government has been attempting to do of late. (See case at the end of this chapter).


We now take up a few examples to illustrate how some nations have succeeded in improving their competitiveness in recent times, and why others have failed.  The term nation is not defined in a literal sense.  For the purpose of this chapter, ‘nation’ may mean either the country as a whole or a particular region within the country.
The Silicon Valley story*

What makes a country or a region globally competitive?  What can governments do to improve the competitiveness of their countries and make them attractive places to do business?  Answers to these questions can be found by understanding the reasons behind the spectacular growth of what is today the world's most famous industrial hub, Silicon Valley.  In a 50 mile long corridor stretching from San Jose to San Fransisco, companies are demonstrating how knowledge can be effectively utilised to generate wealth at a rate which other regions can only dream of.  While much of Silicon Valley's success is due to private initiative, governments in emerging markets can draw useful lessons for creating similar hubs in their countries.  


The transformation of the Valley from a region of apricot and prune orchards into a global innovation centre shows that competitiveness has more to do with mindset rather than heritage or pedigree.    The Valley has become famous today for its risk taking culture that facilitates the incorporation of a company within  hours.  Its ability to transform a concept into a company, in the words of an analyst 'has reached an art form.'  Sun Microsystems CEO, ====================================================================


*
This part draws heavily from Michael J Mandel’s excellent article “Taking 

its place in the pantheon”, in Business Week, August 25, 1997. The quotes 


are drawn from this article, unless otherwise stated.

Scott McNealy has recalled the ease with which his company started operations: "We were able to open a checking account on our word. We were able to rent a building without showing an ID.  We were able to get phone lines and Wilson Sonsini (a law firm in Palo Alto) filled a huge boardroom table full of documents for us to sign.  Actually, on their word processor, they just changed a previous name to our name." 

Table - VI

The Golden Rules  of Competitiveness
To be competitive, nations must:

1. Provide a stable and predictable legislative environment

2. Create a flexible and resilient economic structure

3. Make investments in traditional and technological infrastructure

4. Encourage private savings and domestic investment

5. Make the country an aggressive exporter

6. Make the country an attractive place for Foreign Direct Investment

7. Ensure quality, speed and transparency of governance

8. Maintain linkage between wage levels and productivity

9. Invest heavily in education and regular training of workforce.

10. Maintain  a balance between local and global activities.  


Source: www. imd.ch


The Valley has fostered a culture where the penalties are not for failures but for not trying.  According to a local businessman, "failure is not a blackout in the valley, it's a badge of merit."  The business environment has bred a class of entrepreneurs called 'repeaters' who often fail in a new venture but learn the lessons well and come back to tie up venture capital and run a successful business.  The Valley's strong belief seems to be: " Good ideas are the most precious commodity and an entrepreneur who has them and stumbles comes away with enough lessons to get it right the next time."


Compare this situation with the one in Europe.  A senior official of UNICE*, Europe's employers' federation recently remarked that anyone wanting to start a business in Europe had to be patient and rich.  On an average, it takes ten times longer to set up a limited liability company in Germany than in America and costs three times more, according to UNICE.  In Italy, contractual disputes can take upto seven years for legal settlement.  European entrepreneurs who go bust often do not get a second chance as creditors are allowed to hound them for upto 20 years. 

====================================================================


*
Survey of European Business, The Economist,  April 29, 2000.

Table - VII

The growth  of Silicon Valley:  A brief history
1931:  
David Packard and William Hewlett, founders of Hewlett Packard
 
begin a long and rewarding partnership. In 1938, they obtain a loan
 
from a Stanford professor, Fred Terman to make an audio oscillator. 

1955:
William Shockley sets up Shockley Labs in Palo Alto.  Two years 

later, Gordon Moore and Robert Noyce set up Fairchild Semiconductor, the 

first company to work exclusively in Silicon Valley.

1959:
Noyce files a patent for the integrated circuit.  Five years later, Moore 

predicts
that the number
of transistors that fit into a chip will double 

every two years.

1968:
Noyce and Moore quit Fairchild and pool $250,000 to set up Intel, 

which introduces its first microprocessor, 4004 in 1971.

1976:
Apple computer is set up by Steve Jobs and Steve Wozniak.

1977:
Larry Ellison sets up Software Development Laboratories, the forerunner of 

Oracle.

1980:
Apple makes the biggest public offering since Ford in 1956.

1982:
Sun Microsystems is founded by Stanford University students, Vinod 

Khosla, Scott Mc Nealy and Andy Bechtolsheim.

1984:
The husband-wife team of Leonard Bosack and Sandra Lerner set up
 
Cisco Systems to develop networking technology.

1993:
Intel unveils the Pentium Microprocessor.

1994:
Jim Clark and Mark Andreassen set up Netscape.  A year later, 

Netscape goes public.

1997:
Steve Jobs returns to Apple.

1998:
The Valley's growth continues, fuelled by Internet startups.

Source: Business Week, August 25, 1997


As Business Week has argued, the Valley's dominance will continue for a long time to come as conditions which have shaped its competitiveness will be difficult to replicate elsewhere: "The Valley's industrial landscape is America's dreamscape; tight links among companies and top notch universities, unlimited access to venture capital, a rolling influx of brilliant engineers from around the world and a diverse mix of high tech companies, both large and small.  What's more, the Valley is self replenishing.  The proceeds from one company's success are plowed back into the next generation of startups." The Valley has also been quick to forge ahead of other centres in its commitment to the Internet, the most important technological shift in the 1990s.  This means other centres may have to wait for some time till the next major shift comes along.  

Ireland:  The Rising Star of Europe1
One of the best examples of a country which had hit the rock bottom at the start of the 20th century, but is today one of the most competitive economies in Europe, is Ireland.  An analysis of the country's evolution into Europe's most attractive investment destination offers useful lessons.

In  1921, when Ireland gained its independence from Britain, it was a poor country. After independence, the country got off to a really bad start. To begin with, there was a civil war. Later, unimaginative economic policies worsened the country’s plight. Protectionist policies discouraged foreign trade and foreign investment, while tiny, inefficient, local industries were subsidised. As exports fell, living standards declined. Per capita income growth lagged far behind other countries in western Europe. Faced with this dismal scenario, the Irish Government decided in 1958 that isolationism and protectionism had to go.

The government began to open up the economy to attract foreign investments. To start with, companies in low-tech industries like textiles set up shop to take advantage of tax incentives and cheap labour. At this juncture, the government, realising the need to attract more high-tech value adding industries, set up the Industrial Development Agency (IDA). The agency first persuaded pharmaceutical companies, like Pfizer, Johnson & Johnson and SmithKline Beacham to invest in Ireland. Later, the IDA looked seriously at the computer industry. Digital Equipment entered Ireland in the early 1970s. When Intel announced that it would set up a plant in Europe in the late 1980s, the Irish authorities made a strong sales pitch. Intel’s main concern was that  qualified engineers would not be available in Ireland. The Head of IDA, Kieran Mc Gowan, came up with a brilliant idea to get around the problem. Mc Gowan who developed a database of Irish engineers working in the semi conductor business in the US and identified people who could be persuaded to return to their motherland recalls2, “We presented a booklet to Intel with the names, addresses and phone numbers of 85 people. And I think that impressed them.” Soon, Intel started its operations in Ireland, depending to a large extent on returning Irish emigrants.


Along with a more proactive approach to attracting foreign investment, the Irish Government has also realised the importance of education in developing a skilled workforce. Till the 1960s, Ireland’s education system had been in a shambles. In 1963, Ireland announced that secondary education would become compulsory. Subsequently, the ===================================================================


1
This section draws heavily from Rob Norton’s article, “The Luck of the 

Irish” in Fortune, November 8, 1999.


2
Fortune, November 8, 1999.

government invested heavily in institutions of higher learning and technical education. These investments have paid off and the Irish labour which is currently entering the industry is well educated and skilled.

A major landmark in Ireland’s turnaround was the admission of the country into the European Economic Community (EC) in 1973. EC membership gave Ireland the much needed financial resources to strengthen its infrastructure. As EC nations moved in the direction of a  common market, richer countries decided to support their poorer brethren. The financial support received from the EC helped Ireland in developing infrastructure such as roads. EC membership also helped Ireland to gain access to markets in other western European countries. Ireland rapidly emerged as the manufacturing base for many US companies entering Europe.  

In recent times, the Irish economy has gone from strength to strength. Real GDP grew by 5.8% in 1994, 9.5% in 1995, 7.7% in 1996, 10.7% in 1997 and 8.9% in 1998. A remarkable feature of Ireland’s growth has been the virtual absence of conventional heavy industries. Ireland seems to be making the big leap directly from the agricultural age to the information age.

In the late 1990s, the Irish Government continued to demonstrate its commitment to pro business policies. Deputy Prime Minister Mary Harney recently remarked*: “Because the Irish economy is small, government tends to be very responsive to the needs of industry. Our big advantage is that we have very low corporate tax rates and a very pro business environment. As long as many other European countries continue with high corporate tax rates and regulation, we’ll be attractive to the outside investor.”

Ireland has already succeeded in attracting investments from major players in the computer industry such as Dell and Intel. Now the country’s sights seem to be set on computer software. A combination of factors have encouraged the development of the software industry in general, and Internet start-ups in particular. These include Ireland’s emphasis on technical education, government funding and the presence of several technology- oriented US corporations.


In the coming years, as Irish living standards approach those of its more prosperous brethren in western Europe, growth is expected to slow down. Even then, GDP is likely to grow at an annual rate of 5-6% in the next few years. The Irish obviously need to work hard to sustain the policies that have helped the economy boom. One such policy is the consensual approach to wages, thanks to the cooperation among the government, companies and labour. This policy will not be easy to sustain as labour becomes more 
demanding with time and asks for a greater share of the growing profits in a
===================================================================

*
Fortune, November 8, 1999.

booming economy. Notwithstanding these concerns, Ireland’s success can be a source of inspiration to other emerging economies.

Taiwan:  Asia's Silicon Valley

If Ireland represents the new face of Europe, Taiwan is a resounding testimony to the strengths of Asia.  Taiwanese companies have made a name for themselves in the global marketplace, even in high-tech industries such as micro processors. Taiwan's ability to withstand the Asian currency crisis of 1997-98, while neighbours like South Korea suffered, was a reflection of the country's strong fundamentals.  At the micro level, companies such as Acer (computers) and Giant (bicycles) have done the country proud.


Taiwan’s remarkable progress in the last few decades which puts it in the ranks of the more developed countries in the world, offers several useful lessons. Taiwan is a small country with a little over 20 million people. Yet, it is the third largest producer of IT products in the world, after the US and Japan. In 19981, Taiwan’s worldwide market share in various product categories was: hand-held scanners – 96%, desktop scanners –69%, mouses – 63%, motherboards – 60%, monitors –54%, modems – 48%, notebooks –32%. The most remarkable feature of this achievement is that Taiwan has not invented any of these products; it has come up with cheaper versions of products invented by other companies. 


Taiwan is a classic example of how sensible government policies can boost the competitiveness of local companies. Unlike Japan and Korea, where government - directed bailouts of ailing companies are common, in Taiwan, sick companies2 are allowed to go bankrupt. This process is also less difficult in Taiwan, as most companies are small. Just as it is easy for sick companies to exit, so is it for new start-ups to attract investors, thanks to a thriving venture capital industry. In 1991, 40% of chemicals, 38% of textiles and 54.2% of fabricated metals in Taiwan were produced by companies that had been in existence for less than five years.  Firms that had accounted for 58% of Taiwan's chemical production in 1981 had left the business by 1991. 80% of the firms that manufactured clothing, metal products, textiles and plastics in 1981, either closed or moved into new businesses over the next 10 years. In 1996, some 25,272 companies went out of business in Taiwan, about 4.7% of the total. Between 1960 and 1994, Taiwan's productivity had improved faster than that of all other Asian countries. In 1998, there were approximately 100 venture capital funds in the country with $2 billion at their disposal.

===================================================================
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Fortune, August 17, 1998
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An excellent article “The flexible tiger” in the Economist, March 7, 1998 

explains the reasons behind Taiwan’s competitiveness.


The government of Taiwan has realized the importance of creating and disseminating knowledge to foster the growth of high-tech industries. Taiwan produces roughly 8000 engineers annually, thanks to its 75 universities. In 1998, Taiwan had 43 research scientists and engineers for every 10,000 people compared to 33 in South Korea and 28 in Singapore. Government research institutes spend time, effort and money to understand futuristic technologies and sell their know-how to local companies for a fee.


Notwithstanding the country’s attempts to innovate and disseminate knowledge, efficient manufacturing still remains the main strength of Taiwan’s computer companies. Besides operating in a flexible manner and introducing new models in quick time, these companies have taken several initiatives to streamline their supply chain management practices. Many use a Build to Order model. Mitac International Corp, one of the bigger computer manufacturers on the island, is a good example. Mitac’s 250 odd suppliers are electronically linked and are expected to respond to Mitac’s requirement within 24 hours. Basic components such as keyboards are manufactured at Mitac’s factory in Shunde, China. Complex components are made in Taiwan and the US. The final assembly takes place at Freemont, California. Mitac takes orders from customers over the Internet and supplies the machines under different brand names such as Compaq and HP direct to US dealers. 


Taiwanese companies are realising the importance of keeping pace with changing technology. Where necessary, they have not been shy to shop around. Consider Lite On Technology Corporation, which makes monitors and CD-ROM drives. The company holds stakes in Silicon Valley firms that provide the latest technologies. It also has a holding in Omni Vision, a company which makes sensors used in digital still cameras and PC cameras for video conferencing. 


Taiwanese companies are realising that they can claim to have truly arrived only if they have strong software capabilities. Their country is not particularly strong in this area. According to Stan Shih, the Chairman and founder of Acer*, “Software capability can create a lot of wealth. Asians always rely on real estate appreciation and tangible goods for wealth, but I am trying to change that model.” Acer is developing Aspire Park, an entire software community where programmers can live and work on a picturesque 426-acre site. It is also buying stakes in US software firms, setting up a software centre in Shanghai and forming a joint venture with global IT leader, Computer Associates, to develop and sell business software in Asia. 

===================================================================


*
Fortune, August 17, 1998.

Hong Kong Airport: Creating a sustainable competitive advantage*


No city symbolises free trade and market forces more than Hong Kong, which is now a Special Administrative Region within China. Hong Kong’s new Check Lap Kok  airport, constructed in 1998, is an attempt to retain the city’s status as a premier commercial centre in the region. Built on a tiny island augmented by 2000 acres of reclaimed land, it has cost something like $ 20 billion. After it opened in August 1998, it faced start up problems and  could handle only 30 million passengers against a capacity of 45 million and 1.5 million tonnes of cargo against a capacity of 3 million in its first year of operations. Various reasons contributed to the poor traffic during the first year. The Asian currency crisis caused a general slowdown in business activities. With the Hong Kong dollar remaining pegged to the US dollar, while other currencies in the region sharply depreciated, Hong Kong’s cost competitiveness was severely eroded. Hong Kong airport’s landing and user charges have also been high compared to rival airports such as Kuala Lampur, Bangkok and Singapore.


For the Hong Kong authorities, the airport project is a prestigious one. To strengthen its global competitiveness, the airport authorities have reduced aircraft landing and parking charges by 15%. Notwithstanding these cuts, Hong Kong still remains very expensive. Moving a Boeing 747-400 in and out of Hong Kong costs roughly $4300, against $ 2700 in Singapore. Other airports such as Kuala Lampur, Manila and Bangkok are even cheaper, costing roughly half that of Hong Kong.


The airport authorities feel that further cuts in landing and parking fares would be difficult as they constitute about 50% of the airport’s revenues. They are confident competitiveness can be enhanced by providing more value added services to customers. Proposals being mooted include a logistics centre to facilitate packaging and quality inspection and a marine terminal to enable the movement of cargo directly from ships to planes. The authorities also plan to make it easier for aircraft to drop and pick up cargo from Hong Kong while on their way to other destinations.  One of the airport's strengths is that most of its cargo consists of high value products such as electronics and fashion goods. In 1999, air cargo traffic handled at Chek Lap Kok  was valued at HK $ 85 billion or 24% of Hong Kong's total traded  goods by value, but only 1% by volume.  

Initial reactions from air cargo companies have been positive. Fed Ex, DHL and UPS, who presently do not have their regional hubs in Hong Kong, have indicated that the new proposals would prompt them to make greater use of the airport. Cathay Pacific has welcomed the changes which it feels will help it to increase the number of weekly flights substantially from the existing level of 770.


 Notwithstanding these favourable reactions, the success of Hong Kong’s new airport is far from guaranteed. Rival airports like those in Kuala Lampur and Bangkok are strong competitors. The new airports of Shenzen and Guangzhou in Southern China are also a potential threat. Hong Kong’s airport authorities need to use a judicious mix of innovation and tight cost control to ensure that the airport retains its status as the busiest air cargo centre in Asia after Narita airport in Japan.

====================================================================
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Shih’s remarks are an indication that Taiwanese companies are realising that cost competitiveness cannot be a permanent strength in a high tech industry. In addition to flexibility and operational efficiency, Taiwan is likely to lay emphasis on knowledge-based industries in the coming years. If the past is any indication, there does not seem to be any cause for pessimism. Until a viable competitor emerges, Taiwan can justifiably be referred to as the Silicon Valley of Asia.
Spain: Striving for global competitiveness 

Spain, for long one of the poorer countries in Western Europe, has shown what a responsible government can do to boost a country’s global competitiveness. Spain’s economic reforms had started hesitantly, but accelerated when the country became a member of the European Economic Community in 1986. In 1995, Spain cut its corporate tax rate from 40% to 35%. The government of Prime Minister Jose Maria Aznar, which came to power in March, 1996 has maintained the tempo of reforms. It has reduced government spending significantly and introduced a flat capital gains tax of 20%.  Privatisation has been another major item on the agenda of the government, which has divested its stakes in Telefonica (Telecom), Argentaria (Banking) and Repsor (Energy). In a bid to make the labour markets more flexible, labour laws have also been changed. 


The Spanish government is currently encouraging the development of value adding industries such as automobiles and pharmaceuticals as opposed to traditional ones like coal and steel.  Realizing the importance of research & development, Aznar recently revamped the industry department and created a new Science & Technology Ministry headed by Ana Birules, former managing director of Retevison, a leading telecom group in Spain.  Birules has drawn up a blueprint for increasing R&D spending from the current 0.8% of GDP to 2% of GDP by 2003. Birules has also indicated that the government will offer fiscal incentives for new technology investments in specified sectors such as the automotive industry.  She has also announced initiatives to popularise the use of the Internet. 

Many MNCs have increased their investments in Spain in recent times. Relatively cheap but productive labour has been one of the country’s important attractions.  Thanks to the government’s privatisation efforts, Spain has also produced its own breed of  MNCs. Telecom giant, Telefonica, has been an aggressive investor in Latin America. Endesa, an energy company, made approximately $2.5 billion worth of foreign investments during 1997.  Today, the Spanish economy, in net terms, exports capital.  The prime interest rate in March 2000 was only 3.25%1 compared to 15% in the early 1990s.  The Madrid Stock Market is ranked fifth in Europe in terms of market capitalization, after London, Frankfurt, Paris and Stockholm.  

Despite the government’s zealous pursuit of reforms, a lot still remains to be done. Unemployment at about 13.7%2 is high even by European standards, even though it has fallen from 23% in 1996. The state sector is still of a significant size. The public pension system needs to be reformed. Spain’s dependence on EU subsidies also needs to be reduced. Labour markets are still not very flexible and firing workers continues to be expensive, with the average cost of laying off employees on permanent contracts estimated to be around two years’ full salary. Spain also needs to strengthen its efforts to channel capital into competitive, high tech start-ups.


The Spaniards, however, are confident about the future. As the economy booms, they seem to be comparing themselves with the British and the Americans rather than the French. Rodrigo Rato, Spain’s influential finance minister says that Spain is a country that accepts changes easily. Rato recently outlined Spain's strategy3: "The new paradigm is not magic.  You need basic orthodox macroeconomic policies if you want your country to be able to tap new opportunities.  The first one is to have your public accounts in balance.  It's very clear that if you want to have the financing for strong investment development in new technologies, you have to have a balanced budget that will give you financial resources to move ahead.  The second is to have very strong liberalization and antitrust policies as well as tax reductions and tax modernization to support the globalisation of industry."

 Sweden & Germany: Concerns still remain

Germany and Sweden, two of the most developed countries in the world, have struggled in recent times as other nations have either caught up with them or forged ahead due to faster liberalisation.  Both countries are now realising the need to address the situation on an urgent basis. High income taxes have made it difficult for Sweden to recruit foreign nationals for key posts. According to an estimate by the Federation of Swiss Industries, 800 engineers, or roughly a quarter of Sweden’s engineering graduates, emigrated in 1997. While the Swedish government has plans to reform the country’s tax system, the process may be long drawn out. Swedish Prime Minister Goran Persson has been ====================================================================            
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consulting local industrialists to find ways to improve the investment climate. Some press reports1 are, however, skeptical: “... he (Persson) would have to take much more radical steps to improve the business climate dramatically.... Market forces are moving too fast for Persson’s Government to do much to influence the shake up of Swedish industry. For better or worse, Swedes will probably see many more companies follow the examples of Volvo, Astra and Ericsson and shift more of their wealth, jobs and ideas outside their country.”


Germany, Europe's biggest economy, has made bold moves in recent times, by eliminating capital gains tax and restrictions on voting rights. Areas of concern, however, still remain.  Germany's labour unions are still powerful and the government is yet to modify regulations that make retrenching workers difficult.  Another sensitive issue, which has a direct impact on government spending, and consequently state finances, is pensions. By 2020, 50% of Germany's adult population is expected to have crossed the age of 60.  This may put an unbearable strain on government finances. The government also does not seem to be doing enough to encourage start-ups.  Like Sweden, Germany needs to move fast to prevent promising businesses from relocating outside the country.  

Burma and Vietnam:  Countries in retreat 

While Ireland and Spain are good examples of the positive role governments can play in boosting the competitiveness of nations, Burma and Vietnam are classic examples of governments out to spoil the party.  In the 1950s, the Burmese capital, Rangoon was one of the major commercial centres of Asia.  Around this time, the World Bank even proclaimed that Burma would emerge as one of the most prosperous countries in the region.  Thanks to a repressive military regime and sporadic incidents of social unrest, the Burmese economy today is in a shambles with a huge black market fed by drug launderers.  


Vietnam is another country whose government has been a major disappointment.  The Economist2 recently described Vietnam as "a country of lost opportunity or a lucky escapee from the forces of globalisation." Many foreign investors who had entered Vietnam or announced major plans seem to have shelved these plans. A major trade deal between the US and Vietnam that would have allowed Vietnamese exports into the US at drastically lower tariffs was unnecessarily delayed.  The ruling party in Vietnam apparently soft-pedalled the issue after concerns were voiced about the reciprocal measures it would have to introduce-opening its own market to American ====================================================================
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companies and aligning its rules and regulations with those of the WTO. The inward looking Vietnamese leadership has been a major disappointment after the tremendous enthusiasm sparked off by the policy of Doi Moi (economic renovation), introduced more than 10 years back.  Compared to other countries in South East Asia, Vietnam has a long way to go before it can become an attractive place for investors.  

China

In China, which is often projected as a future superpower, the first two decades of reform have been quite satisfactory. The government has succeeded in bringing about a shift from an excessive dependence on agriculture to low-end manufacturing and processing, and export oriented industries.  The fast growth has succeeded in creating several jobs and made some regions such as Shanghai (per capita GDP of $3400) extremely prosperous.  It has been estimated that in the cities, 90% of the households have washing machines and colour televisions.  According to the China Economic Quarterly, the private sector now accounts for roughly 50% of the economy.  In the past two decades, the Chinese economy has also become more open with exports growing at 15% and imports at 13% a year.  Today, China accounts for a very creditable 3.4% of world trade.  On the social front, the country has succeeded in cutting its population growth rate to 1.3%.  


China, however, faces major challenges as it begins to implement more difficult reforms.  State enterprises still account for about 75% of the total lending by the big four state banks.  The government has clearly not done enough to encourage competition and many sectors of the economy are characterised by protectionism. With non-performing loans having become a big problem, the government has formed asset management companies to sell and recover at least a part of the amount.  In the absence of well-developed financial markets, however, there are few takers.  Despite its huge size, China has only ten companies figuring in the Fortune Global 500, as against Japan (107) and USA (179).  


According toYukon Huang, World Bank Chief in China*: "China's economy is till a transitional economy.  This means the centralised command system is gong to clash ever more frequently with global norms.  The greater the clashes, the more glaring the Chinese anomalies and the greater the potential for corruption.  It puts strains not only on the economic system, but on the political one."  One positive factor for China is that the pressure on the government will continue to increase as the expectations of people increase. 


====================================================================
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A Chinese official admitted recently1: "Given globalization in all its meanings, the mainland Chinese are no longer satisfied to look back at the change in the past 20 years.  They want to be like Chinese in Hong Kong or the US or they want to be like Japan."

India: A long way to go 

Even though India is probably ahead of countries like Burma and Vietnam, it is hardly in a position to be complacent about its progress.  On paper, economic reforms have been going on since 1991.  Yet, the really difficult issues have not been addressed.  No structural measures have been implemented to deal with the growing fiscal deficit.  Year after year, the union Finance Minister in his budget speech claims that the deficit will be controlled, only to see it increasing, by the end of the year.  Liquidation procedures are painfully slow, managed by an antiquated agency called the Bureau for Industrial and Financial Reconstruction (BIFR).  The Sick Industrial Companies Act (SICA) suffers from several loopholes.  Due to legal and institutional barriers, the exit and closure of inefficient firms is quite difficult and time consuming.  As India’s leading business daily, The Economic Times2 put it eloquently:  "Competition and employment creation in a liberalizing economy are promoted, not by artificially resuscitating industries that deserve to be dumped, but by greater capital mobility and continuous reskilling of labour. India thus needs neither SICA nor any 'alternative' BIFR but quick advance identification of impending sickness and easy liquidation procedures.... The government has long been debating 'amendments' to SICA; but the only proper route would be to do away with it totally.  Till date, SICA's only achievement has been to deny creditors, including banks their due.  More often than not, promoters have sheltered under the Act, notably under Section 22 which promptly puts on hold all action against the company pending a decision by the BIFR."  


India also suffers from poor infrastructure, with nothing much being done about it.  To compound the problem, many local governments are creating difficulties for those taking private initiatives to deal with shortcomings in this area.  Recently, the Electricity Board of the central Indian state of Madhya Pradesh threatened to take criminal action against companies generating and using captive power.  The absurd justification for such action was Section 39 of the Indian Electricity Act which prescribes punishment for anyone who 'dishonestly abstracts, consumes or uses any electric energy’. The Economic times described the action as 'tantamount to ====================================================================


1
The Economist, April 8, 2000


2
July 22, 2000

monopolising a market while being unable to service it fully'. 


Unlike countries such as Singapore, we have some of the most incompetent and dishonest politicians and bureaucrats,  who make it tough for any smart young person to start a business.  Many talented Indians are today migrating to the US and doing extremely well.  As far as our businessmen are concerned, they are characterised by opportunism rather than commitment.  With rare exceptions, they would like to be in only those businesses where competition is manageable and profits are more or less guaranteed.  Anytime, the government talks of freeing imports, they loudly protest about the need for a level playing field.  Entrepreneurship in India falls in two broad categories: low risk ventures such as distribution, retailing and sub contracting and band wagon projects.  By “bandwagon,” what I mean is the tendency to rush into projects because of the hype generated.  We have seen in the past businessmen plunging into areas such as granite, acquaculture and merchant banking.  Software seems to be the new ‘in thing.’  People have entered these businesses, not because of any core competence but purely to make a quick buck.  Our intellectuals have also been disappointing. Very few of them have passionately campaigned for transparency in government or liberalisation of the markets.  They use a lot of jargons and do little to communicate with the common man in a simple and transparent manner.  In short, we are a country with very poor leadership.  Until some dynamic leaders emerge, I am afraid, our country’s plight will continue. Neither will we able to export in a big way nor will we emerge as an attractive investment destination.

Conclusion

The reaffirmation of the US as the unchallenged economic superpower in the world, in the late 1990s has given us new insights into the meaning of competitiveness.  The US economy has been growing for almost a decade without any signs of slowing down. Many analysts including the editors of the venerable Economist magazine, have been expressing their apprehensions from time to time, about a hard landing1 and argued in favour of a rise in interest rates. Yet, the US economy seems to be moving smoothly. The point missed by many is that competitiveness has more to do with fundamentals, than tinkering with money supply or interest rates or intervening in the forex markets.  William Sahlman2 has put it nicely: "The new economy is strong because it is based on a business system that works... Any business system that relentlessly drives out inefficiency, forces intelligent business process reengineering and gives customers more of what they want will be ====================================================================
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sustainable.  On top of that, the new economy is strong because it is built on several important factors to which traditional economists don't usually lend much credence -  America's admiration for entrepreneurs and its tolerance of failure, not to mention its easy access to capital.  The new economy is strong too, because it is attracting the best and brightest minds in the country."  Emerging economies would do well to learn from the US and create conditions that generate faster growth.  The buzzword should be 'creative destruction', as in Taiwan, and not 'destructive caution', as in India.  

Case 2.1 :  Singapore :- Reinforcing global competitiveness

Singapore is today one of the most competitive economies in the world. The city-state has developed a formidable reputation as a place which is business friendly and where government bureaucrats are squeaky clean. Since its birth more than 30 years ago, Singapore has come a long way. One of the world’s most prosperous economies, today, Singapore has consistently been placed at, or close to the top in competitiveness surveys. (IMD’s global competitiveness survey has ranked Singapore second for the past five years).  The 'wired city' with a population of just 3.9 million boasts a 59% penetration of PCs into households as against 54% in the US and 42% in Japan.  The city state's broad band system supplies a stream of information to its residents.  All taxis are equipped with a Global Positioning System.  Nothing epitomises Singapore’s image as a prosperous nation, more than its Changhi International Airport, which looks more like an upmarket shopping mall than an airport.


Yet, Singapore feels that it cannot afford to be complacent, particularly in the wake of the Asian currency crisis of 1997 and 1998, when even rich countries were affected by turmoil in the global financial markets. Singapore is also taking another look at the type of industries and businesses it needs to encourage. The country is attempting to attract skilled manpower from foreign countries and tying up with foreign educational institutions to upgrade the skills of its local population. Other key issues are financial sector reforms and reducing the role of the government. 


The Far Eastern Economic Review1 recently reported: "Three decades of careful planning have taken Singapore's economy to first world levels of affluence and given the country enough financial resources to build business empires stretching far beyond its shores.  But the planning has also left it deeply dependent on two main sources of business enterprise: multinationals and government-linked firms. In the past two years, Singapore's leaders have been pushing hard to get entrepreneurs to take risks, just as they have tried to get their establishment companies to spread their wings globally."  


Lee Kuan Yew, the architect of Singapore's success, recently wrote2: "The digital revolution and the convergence of communications, computers  and the media require more from us than simply copying the software innovations of the developed  countries.  Our enterprising young people must be given the space and scope to create business for themselves."  Traditionally, Singapore has excelled in capital intensive industries such as ====================================================================
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ship repairing and chemicals. The state played a major role in the growth of these industries. Now, the government is trying to bring about a shift towards value-added manufacturing and knowledge-intensive industries such as computer software.


Singapore's efforts to liberalise the financial sector have been led by Deputy Prime Minister Lee Hsien Loong, generally considered to be the country's prime minister in waiting. Till the late 1990s, the Monetary Authority of Singapore1 (MAS) had been  an inflexible institution, famous for its tight regulations. In early 1998, however, MAS was revamped and a more pro business team of executives put in key positions.  A key aspect of the liberalisation process has been the effort made  to increase competition in the local banking system.  In May 1999, MAS announced that it would issue six new full service banking licenses and remove all limits on ownership of local banks.  Earlier, Lee had relaxed limits on the size of fund management firms.


To accelerate the pace of financial sector reforms, the government has enlisted the services of foreigners such as John T. Olds, a former J.P. Morgan Managing Director. Olds has been attempting to deal with the state-owned Development Bank of Singapore’s non performing assets, which amount to some $4.1 billion. He has also reduced the importance of government bureaucrats who have traditionally called the shots at the bank, and roped in several outsiders. Meanwhile, the Singapore government is encouraging bank mergers to create strong financial institutions that can hold their own even during bad times.


The progress of a country is often judged by the vibrancy of its capital markets.  While Singapore has succeeded in attracting fund managers and has a strong bond market, it continues to lag behind rival Hong Kong in equities trading. Singapore’s lack of openness and restrictions on the freedom of the press have been cited as reasons for this phenomenon. Equity analysts tend to be more outspoken than bank traders and seem to hesitate when asked to operate from Singapore.  In mid 1999, the market capitalization of the Singapore  Stock Exchange continued to be well below that of Hong Kong.  


Tight controls may also prove to be a hurdle in Singapore’s quest for attracting innovation-driven high-tech businesses. Since foreigners are not allowed a majority stake in Singapore’s ISPs, MCI World Com recently chose Hongkong as its regional headquarters. Critics feel that innovation is easier in countries like Taiwan with a free wheeling culture. Lee Hsien Loong however, remains confident that Singapore can compete not only with Taiwan but even with Silicon Valley2: “The political structure is evolving. ====================================================================
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I don’t see the close linkage that western journalists do. Some seem to believe that you must get rid of the (ruling) People’s Action Party to have business flourishing. Whether or not an entrepreneur becomes like Bill Gates doesn’t depend on his political affiliation.”


Singapore's authorities have been taking various steps to change the way business is done in the country. The education curriculum has been revamped to stimulate creativity among students.  Censorship laws have been loosened to make Singapore an attractive place for affluent and talented people.  The government is also attempting to encourage entrepreneurship by making amendments in bankruptcy laws, attracting venture capital and promoting stock options.  


On a trip to Silicon Valley, a Singapore delegation was stunned to see that some US venture capitalists prefer to deal with entrepreneurs who have failed at least once.  Drawing a lesson from this experience, the government has attempted to deal with the Asian paranoia about failure by announcing tax deductions for losses made by investors in start-ups. It has even set up a 'phoenix' award for failed entrepreneurs who make a strong comeback.  Lee Kuan Yew* articulates the new priorities of the government: "We've followed a safe, structured approach.  Now, our talented young have to dispense with the safety net as they go on their own.  Many will stumble and fall, but they must pick themselves up and try again."


Signs that Singapore is changing are evident in the growth of small high-tech companies.  Many of them are dot com businesses.  Among the more high profile companies are: Mediaring.Com (Internet telephony), Bex.com (electronic marketplaces) and ECNet (Internet procurement service).  The chairman of Singapore's National Science and Technology Board, Teo Ming Keen, feels that entrepreneurship can be encouraged more easily now due to the availability of role models. 

====================================================================
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Table A

Singapore: Important Statistics

1998
1999

Median Age
33
33

Literacy Rate (%)
93
94

Mean Years of Schooling
8
8.1

GDP ($ Billion)
138.5
144.0

Per capita GNP ($)
38,418
39,721

Inflation
-0.3
0.0

Manufacturing output ($ Billion)
121
135

Total External trade ($ Billion) 
354
382

Forex reserves ($ Billion)
124.58
128.46


Source: Department of Statistics, Singapore

Table B

Singapore: Growing prosperity
Year
Per capital GNP 

(Current Market Prices in $)

1960
1330

1965
1618

1970
2825

1975
5903

1980
9882

1985
14666

1990
22639

1995
35022

1999
39721


Source: Department of Statistics, Singapore

Table C

Singapore: A tremendous growth record
Year
GDP Growth (%)

1990
9.0

1991
7.1

1992
6.5

1993
12.7

1994
11.4

1995
8.0

1996
7.5

1997
8.4

1998
0.4

1999
5.4

Source :
Department of Statistics, Singapore


Singapore's Confucian values that emphasise savings, discipline and hard work have stood the country in good stead as it has rapidly evolved from a Third World country into one of the richest nations in the world. There is now a distinct possibility of these values being challenged.  The growing popularity of the Internet and satellite media means that Singaporeans are being exposed to western thoughts and ideas.  Leaders like Lee Kuan Yew admit that the greatest challenge for Singapore is to protect its cherished core values.  Yew is particularly worried about the impact of pornography on the Web and has called for international initiatives to remove harmful content from the Internet.  He is, however, confident that Singapore's core values will continue to give the country a competitive edge1: "Confucianism must adjust and change with changing structure of the economy and society.  The young will be more knowledgeable than their parents and should speak up to point out the changes brought about by technology, but it is not necessary to be disrespectful."  Yew feels that Singapore's basic family traditions, respect for elders and a strong sense of discipline are as relevant today as in the past2: "They have made for order and civility.  Confucius expected the individual to aim to be a gentleman.  If you are a gentleman and bring up your family in a proper way, society will look after itself.  A Confucian epigram says of a woman, cultivate yourself, look after your home and all will be well.  It's different from western individualism, where the individual is glorified as the freewheeling, unrestrained creative agent of progress."  
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